Theory of Consumer Behavior

When we first discussed the law of demand, we gave several reasons why the quantity demanded went up when the price of the good went down. We pointed out that as the price of a good falls, individuals will substitute some of that good for other things. Additionally, when the price of a good in a consumer’s budget goes down, with all other prices remaining the same, that person’s buying power will actually be greater. A person not only feels richer, he or she is richer. With a constant money income, when the price of one good falls, the person clearly has more real spending or purchasing power.

-Another way of deriving the law of demand involves an analysis of consumer choice in a world of limited resources.

1. Utility Analysis – the analysis of consumer decision making based in utility maximization.

2. Utility – the want – or satisfying power that a good or service possess. 

3. Util – an artificial unit by which utility is measured.

4. Marginal Utility – the change in total utility due to a one-unit change in the quantity of a good consumed.

Ex. As you increase your consumption of hamburgers, you will get additional utility or satisfaction.

5. Diminishing Marginal Utility – the more you consume of a good, the less marginal utility you derive from each additional unit of consumption. Your first hamburger taste a lot better than your fifth.
A. The Concept of Margin Analysis – the analysis of what happens when small changes takes place relative to the status quo.
Example: 
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NOTE:  If we were able to assign specific numbers to the utility derived from watching dvds each week, we could then obtain a marginal utility schedule that would probably be similar in pattern to the one above.

GRAPHICAL ANALYSIS:
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	Donuts
	

	Quantity
	TU
	MU

	1
	10
	

	2
	18
	

	3
	24
	

	4
	28
	

	5
	30
	

	
	Milk
	

	Quantity
	TU
	MU

	1
	12
	

	2
	18
	

	3
	20
	

	4
	19
	

	5
	16
	


Sample Consumer Behavior Questions

1.  Jamie gets utility from purchasing comic books. When he bought his first Spiderman book it brought him 27 utils. His second Spiderman book raised his total utility to 52 utils. What was Jamie’s marginal utility from his second Spiderman book?

2. Christy would be just as happy consuming 2 iced teas and 5 chicken wings as she would if she consumed 3 iced teas and 3 chicken wings. Both bundles would result in 40 units of utility.

Draw the indifference curve for these two bundles on the graph below.



3. Using the information above, it is safe to say that Christy would be willing to give up

a. 2 chicken wings for 2 iced teas

b. 1 iced tea for 1 chicken wing

c. 4 chicken wings for 1 iced tea


d. 2 chicken wings for 1 iced tea 

Person A’s utility information.

subs per week



hamburgers per week
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4. Use the information above to fill in the MU column.

5. Would Person A choose 2 subs and 3 hamburgers, or 3 subs and 2 hamburgers? Why?

6.  If the price of subs are $4 and the price of hamburgers are $3, what should Person A purchase if (s)he has $12?


7. What if the price of subs dropped to $3, then what would Person A purchase?

8. Define the Law of the Diminishing Marginal Utility?

Indifference Curve


3 donuts     1 milk      =   36


2 donuts     2 milk      =   36
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